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Section86-1.31Terminationofservice.  The DivisionofHealth 
Care Financing i n  the  Department of Health s h a l l  be notified immediately 
of  the delet ion of  any previous ly  of fe red  serv ice  or of the withholding 

pa idof se rv i ces  from pa t i en t s  fo r  by government agencies.  Such 

n o t i f i c a t i o ns h a l li n c l u d e  a s ta tementindicat ingthedateofthe 

de le t ion  or  thewithholding of such service and the  cos t  impact on the  

medical f a c i l i t y  of suchaction. Any overpayments by reasonof such  

de le t ionofp rev ious lyo f fe redse rv icesha l lbea rin t e re s t  and
be 
sub jec t  t o  pena l t i e s  bo th  in  the  manner provided in sect ion 86-1.8( f )  
of t h i s  Subpar t .  
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Par t  1 

section 8 6 - 1 . 3 2  Sales, leases and realty 
-transactions ( a )  I f  a medical facility * - is sold ~ x :,?aced ox - is 

the subject: of any other  realty transactlor1 before a r a t e  for the 
facility has been determined and certifiedby the Commissionerof 
Health, the capital cost component of such rate shallbe determined 
in accordance w i t h  the provisions of sect ions 86-1.23, 86-1.24, 
86-1-29and 8 6 - 1 . 3 0  of t h i s  subpart 

( b )  If a medical facility is s o l d  or leased or is 
the subject of any other realty transaction after a rate for the 
facility has been determined and certified by the commissioner, the 
capital cost component of such rate shall be considered to be 
continuing with the same force and effect a6 though such sale, 
lease or other realty transaction had not  occurred. This 
subdivision shall not be construed as limiting t h e  powel-8 and 
rights of the commissioner to change rate computations generally 
under section 86-1.30 of this Subpart, or specifically whenbased 
upon previous error, deceit or any other  misrepresentation or 
misstatement thathas led the commissionerto determine and certify 
a rate which he would otherwise not  have de te rmined  01’ certified. 
Further, this subdivision shall not be construed as limiting t h e  
powers and rights of t h e  commissioner t o  reduce rates  when oneor  
more of the original property right aspects re la ted to such a 
facility is terminated. 

(C, I f  a facility enters into a sale and 
leaseback agreement with a nonrelated purchaser involving p l a n t
facilities or equipment prior to October 23, 1 9 s ,  the incurred 
rental specifiedin t h e  agreement isincludable i n  allowable costs’ 
i f  t h e  following conditions are. m e t :  

-___ 
1 Included in rates of payment. affective on and a f t e r  October 



which 
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i (i) the rental charges a r e  reasonable based 
on consideration of r e n t a l  charges of comparable equipment and 
market conditions i n  the area; the t y p e  expected l i fe ,condi t ion 
and value of the  equipment rented and other  provisions of t h e  
r e n t a l  agreements 

[(ii)] (2) adequate alternate equipment would 
Serve the purpose are not or were not available at lower coat;  and 

[(iii)l(3)the leasing w a s  baaed on economic and 
technical considerations. 

[ (iv)I ( 4 )  If a l l  of t h e s e  conditions are :lot met, 
the allowable rental  cost s h a l l  not  exceed t h e  amount which the 
provider would have included in reimbursable costs had he retained 
l e g a l  title to theequipment, such as in te res t ,  taxes, 
depreciation, insurance and maintenance costs. 

[ ( v ) ] m  I f  a f a c i l i t y  enters into a sale and 
w i t h  a nonrelated p u r c h a s e r  involving land,leaseback agreement t h e  

incurred ren ta l  for t he  cost of land is not includable in a l l o w a b l e  
costs 

(d)  An arms length leafie purchase agreement w i t h  a __ 
nonrelated lessor involvingplant  facilities or equipment entered 
in to  on or a f t e r  October 2 3 ,  1992 which meets any one of the four 
followingnu conditions establishes t h e  lease asa v i r t u a l  purchase 

(1) The lease t r a n s f e r s  title of the facilities or 
equipment to t h e  lessee during t h e  lease term. 
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(31  The lease term isatleast 75 percent of the 
u s e f u l  lifeof the facilities or equipmentthis provision is not 

-applicable i f  t h e  19- begins i n  the l a s t  p e r c e n t  of the u s e f u l  
l i f e  of the facilities or equipment . 

( 4 )  The p resen t  value of the minimum lease 
pamento payments to be made during t h e  lease term including 
bargain Purchase option guaranteed residual value and penalties
for failure to renew) equals -at least 90 h fair et 
value of t h e  leased p r o p e r t y  This provEi%%?rk," &Df?ica& 
t h e  lease begins in t h e  last 25 percent of the u s e f u l  l i f e  of the 
facilities or equipment present value is computed using t h e  
lessees incremental borrowing rate, unless  the  interest rate 
implicit in t h e  lease is known and is l e s s  t h a n  the lessee's 
incrementalborrowingrate, in which case t h e  interest rate 
implicit in the lease is used. 

ie) if a lease is etablished as  a virtual 
purchase under subdivision (dl  of t h i s  section, t h e  rental charge
is i n c l u d a b l e  in capitalrelated costs t o  t h e  extent  that it does 
not. exceed the amount. t h a t  t h e  provider would have included in 
capital-related costs  if it had legal t i t l e  to t h e  asset  ( t h e  cost 
of ownership . The cost of ownership shall be limited to 
denreciation and i n t e re s t .  F u r t h e r ,  t h e  amounts to be included in 
capitalrelated costs are determined
a6 follows 

(1)The difference betweenthe amount of rent;paid
and the amount of rent allowed as Capital-related cost8 is 
considered a deferred charge and is capitalized 3 s  part of the 
historical cost of t h e  asset when t h e  asset ispurchased 

' Included in r a t e s  of payment e f fec t ive  or! and a f t e r  October 
2 3 ,  1994. TN 43-96 approval Date MAY e 7  roQI-



New York 
7 6  ( c )  

06-1.32 (12/'93) 
Attachment 4 . 1 3 - A  
Part  I 

( 4 )  If t h e  term of t h e  lease is extended for an 
additional periodof time at a reduced lease cost and the  option to 
purchase no longer exists. t h e  deferred charge may he includedin 
capitalrelated Costs to the extent of increasing the reduced 
rental to a fair rental value. 

( 5 )  If t h e  leesee becomes the  owner of t h e  leased 
asset (e i ther  by operation of the leas9 or by other means;, t h e  
amount considered a8 depreciation f o r t h e  purpose of having

-computed limitation on rental chargesunder subdivision (e) of 
thissection, must be used in calculatingthe limitationon 
adjustments f o r  the purpose of determining any gain or loss upon
disposal of an a s s e t .  

( 6 )  In the aggregate the  amount of rental  or-lease coats included in capitalrelated costs may not exceed the 
a m o u n t  of the costs of ownership that the provider could have 
included in capital related costshad the provider lesa1 t i t l e  to 

e.-

c 
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( 4 )  If a facility enters into a sale and_ 
leaseback agreement involving v i m  land. theincurredrentalforthe 
cost of land is not includable in allowable costs 
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Section 86-1.33 Hospital Closure/Conversion Incentive Programs. 
(a) Hospital Closure Incentive Program. To reduceexcessbedsby _ _  - -
encouragrrrgttre ciosure or hospltals, the Commissioner of Health may 

consider proposals by hospitals which mutually agree that one or more 

of the hospitals in the group shall close.The plan must be approved 

by the appropriate health systems agency prior to submission to the 

Commissioner of Health. The variable costs associated with the closed 

facility or facilities (which include personnel costs) shall become 

part of the operating expenses of the remaining facilities in the group. 

TheCommissionerofHealthmayconsiderareasonableincentive 

structure for increased costs of the remaining facilities if coupled 

with a strict attrition program that would, within
a reasonable period 
of time, assure a return to an appropriate level of staffing. 

(b) Hospital Conversion Incentive Program.(1) To encourage 

hospitalstoreduceexcessacutecarebedsbysubstantially 

reducing the certified capacity or by converting a substantial 

number of such beds to a level
of care for which the commissioner 

hasdeterminedaneedexists,thecommissionermayconsider 

proposalsbyoneormorehospitalswhichprovideforthe 


reductionacute beds. facility
substantial of care Each 

undergoing conversionof beds must submitan individual proposal. 

The proposal must be reviewed by the appropriate health systems 

agency prior to submission
to the commissioner. The variable costs 

associated with any layoffs at the converting facility may become 

part of the operating expenses of the converting facility or the 

other facilities which are the subject of the proposal. The 

commissioner may consider a reasonable incentive structure for 

increased costsof the converting facility or the other facilities 

if coupled with a strict attrition program that would, within a 

reasonable periodof time, assure a return to an appropriate level 

of staffing. 


(2 )  Paragraph (1) of this subdivision shall not apply in the 
case of a conversion caused by.a determination under section 
2806(6) of the Public Health Law, or where the commissioner finds 
that a conversion is entered into primarily to avoid the imposition 
of a utilization penalty. 
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Section Pilot projects.
86-1.34reimbursement (a) The 

Commissioner of Health may waive 'the requirements of this Subpart to .- 

effect - t L o  --rn
differenttypesofreimbursementmechanisms,contingentuponthe 

approval of the United States Department of Health, Education and 

Welfare, and subject to the provisions of 222(a) of the Social 

Security Act. 


(b) Individual hospitalsor groups of hospitals shall enter into 

such ventures with the understanding thatthe reimbursement received 


defined in the 
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